SPONSORED COMMENTARY

Focus on the ESG change when

scoring sovereigns

At Franklin Templeton, one of our best examples of integrating environmental, social and governance (ESG) factors

in macroeconomic research comes from the Templeton Global Macro team. The most important distinction in their
approach comes from a forward-looking view. A good deal of the sovereign ESG work out there takes a backward view,
assessing just where a country stands today and where it's been, but not necessarily where it's headed-and the pace
of change. Our rigorous proprietary ESG scoring system, the Templeton Global Macro ESG Index (TGM-ESGI) covers 56
countries and it is a composite of 13 subcategories determined to be material to macroeconomic performance.

Getting a bit specific

TGM-ESGI as a tool reflects the belief that ESG
can be successfully utilized by investors in the
sovereign space when:

1. Fully integrated into the other components
of research, including traditional economic
analysis and on-the-ground visits. These issues
contribute to core macroeconomic views on a
country. ESG factors are then expressed through
analysis of economic issues such as growth and
inflation.

2. Focused on forward-looking data points.
Rather than current ESG performance, which

is strongly correlated with income levels, we
believe that momentum, or change in score, is
the measure that truly matters for both potential
investment performance and for determining
where capital could be deployed for the greatest
positive impact (see Exhibit 1)

3. Deployed as a tool for identifying invest-
ment opportunities in addition to highlighting

areas of risk. Our team is most interested in
the “tails” signaling major ESG shifts in either

direction.

4. Calibrated with long time horizon. ESG
factors guide a country’s fundamentals, which
can be overshadowed in the short term by cycli-
cal or temporary conditions. We believe convic-
tion in the view and patience to see that view
come to fruition are requisites to successful ESG

investing.

The research team assigns numbers by overlay-
ing their views on a benchmark created by global
indexes for current scores. Analysts then provide
projected numbers in anticipation of how condi-
tions will change in the medium term. The final
scores are calculated with weightings of 40% for
governance, 40% for social and 20% for environ-
ment. The environment receives a lower weight-
ing because its effects on macroeconomic perfor-
mance take place over a significantly longer-term
time horizon. The change in score, the metric
TGM places the greatest emphasis on, is simply
the projected score minus the current score.

Exhibit 1: Templeton Global Macro ESG Index Scores: Projected Change.

Projected changes represent the difference between current ESG scores and future ESG scores. As of February 2019
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Watch the tails

In piecing the puzzle together, they pay greatest
attention to the “tail” countries in which there
is a drastic change with regards to projected
ESG scores in either direction. An example of
improving ESG projected scores can be found in
Brazil.

The business climate in Brazil is expected to
improve significantly with reduced red tape and
corruption, along with the administration’s push
for the privatization of state-owned enterprises
and reduction of trade barriers. We are also
cautious of potential deterioration in certain
ESG factors due to the current administra-
tion’s inclinations, paying particular attention
to institutional strength, social cohesion and
unsustainable practices.

In our latest update we expand on six countries,
find the latest Templeton Global Macro ESG

Index (TGM-ESGI) update at
www.ftinstitutionalemea.com/globalmacroesg
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IMPORTANT LEGAL INFORMATION This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or solicitation to buy, sell or hold
any security or to adopt any investment strategy. It does not constitute legal or tax advice. The views expressed are those of the investment manager and the comments, opinions and analyses are rendered
as at publication date and may change without notice. The information provided in this material is not intended as a complete analysis of every material fact regarding any country, region or market. This
material is made available by the Franklin Templeton entities in those countries where it is allowed to carry out relevant business.
Franklin Templeton International Services S.a.r.l. [FTIS), registered office 8A, rue Albert Borschette, L-1246 Luxembourg. Authorised and regulated in Luxembourg by the Commission de Surveillance du
Secteur Financier (CSSF). Please visit www.franklinresources.com to be directed to your local Franklin Templeton website with further contact details/information.



